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FINANCIAL-COMPLIANCE  AUDITS 


Financial -compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  determine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairly, 
and  the  agency  has  complied  with  applicable  laws  and  regulations.  In  performing  the  audit 
work,  the  audit  staff  uses  standards  set  forth  by  the  American  Institute  of  Certified  Public 
Accountants  and  the  United  States  General  Accounting  Office.  Financial-compliance  audit  staff 
members  hold  degrees  with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified 
Public  Accountant  (CPA)  certificates. 

Govenmient  Auditing  Standards,  the  Single  Audit  Act  of  1984  and  Amendments  of  1996,  and 
0MB  Circular  A- 128  require  the  auditor  to  issue  certain  financial,  internal  control,  and 
compliance  reports.  This  individual  agency  audit  report  is  not  intended  to  comply  with  these 
reporting  requirements  and  is  therefore  not  intended  for  distribution  to  federal  grantor  agencies. 
The  Legislative  Audit  Division  issues  a  statewide  biennial  Single  Audit  Report  which  complies 
with  the  above  reporting  requirements.  The  Single  Audit  Report  for  the  two  fiscal  years  ended 
June  30,  1995  has  been  issued.  Copies  of  the  Single  Audit  Report  can  be  obtained  by 
contacting: 


Single  Audit  Coordinator 

Office  of  Budget  and  Program  Plaiming 

State  Capitol 

Helena  MT  59620 

Phone (406) 444-3616 


Legislative  Audit  Division 
Room  135,  State  Capitol 
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March  1997 


To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial -compliance  audit  report  for  the  Department  of  Natural  Resources 
and  Conservation  for  the  two  fiscal  years  ending  June  30,  1996.  We  issued  a  qualified 
opinion  on  the  financial  schedules  of  the  department.  Included  in  this  report  are  five 
recommendations  concerning  accounting  for  activity  in  accordance  with  state  policy  and 
generally  accepted  accounting  principles,  and  classifying  dams  in  accordance  with  state 
laws  and  regulations.  The  department's  response  is  included  at  the  end  of  the  report. 

We  thank  the  director  and  his  staff  for  their  assistance  and  cooperation  throughout  the 
audit. 


Respectfully  submitted^ 

^  Scott  A.  Seacat 

Legislative  Auditor 


Room  135,  State  Capitol  Building  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3 1 22     FAX  (406)  444-9784     E-Mail  lad@mt.gov 


-.  ^    vJ,.  a. 


-)  1   ■^  .    ^\  U 


Digitized  by  the  Internet  Archive 

in  2010  with  funding  from 

IVIontana  State  Library 


http://www.archive.org/details/departmentofnatu1996mont 


Legislative  Audit  Division 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1996 


Department  of  Natural  Resources 
and  Conservation 


Members  of  the  audit  staff  involved  in  this  audit  were  Brenda  Bokovoy, 
Laurie  Evans,  John  Fine,  Wayne  D.  Guazzo,  Frieda  Houser,  Scott 
Hoversland,  and  Paul  J.  O'Loughlin. 


Introduction 


Independent  Auditor's 
Report  &  Agency  Financial 
Schedules 


Table  of  Contents 

List  of  Figures  &  Tables iii 

Appointed  and  Administrative  Officials iv 

Report  Summary v 

Introduction Page  1 

Background Page  1 

Prior  Audit  Recommendations Page  5 

Internal  Service  Fund  Accounting Page  7 

Rate  Basis Page  7 

Asset  Basis    Page  8 

Fund  Balance Page  8 

Summary Page  9 

Improper  Accounting  for  Agency  Fund  Activity Page  10 

Undistributed  Balances Page  1 1 

Identity  of  Property  Held  in  Trust    Page  1 1 

Recording  Revenues  and  Expenditures    Page  12 

Recording  All  Investment  Earnings  In  Nonexpendable 

Trust  Fund  Accounts Page  12 

Common  School  Permanent  Trust  Fund  Activity 

Overstated Page  14 

Improper  Reclassification  of  a  State  Owned  Dam  .......    Page  15 

Independent  Auditor's  Report    A-3 

Schedule  of  Changes  in  Fund  Balances  &  Property  Held  In 

Trust  for  the  Two  Fiscal  Years  Ended  June  30,  1996 A-5 

Schedule  of  Total  Revenues,  Transfers-In  &  Other  Additions 

for  the  Fiscal  Year  Ended  June  30,  1996   A-7 

Schedule  of  Total  Revenues,  Transfers-In  &  Other  Additions 

for  the  Fiscal  Year  Ended  June  30,  1995   A-9 

Schedule  of  Total  Expenditures,  Transfers-Out  &  Other 

Reductions  By  Object  By  Program  for  the  Fiscal  Year 

Ended  June  30,  1996 A-1 1 


Pagei 


Table  of  Contents 


Schedule  of  Total  Expenditures,  Transfers-Out  &  Other 

Reductions  By  Object  By  Program  for  the  Fiscal  Year 

Ended  June  30,  1995 A-13 

Notes  to  Financial  Schedules A-15 

Agency  Response  Department  of  Natural  Resources  and  Conservation B-3 


Page  ii 


List  of  Tables 


Table  1  Internal  Service  Fund  Ending  Fund  Balance Page  9 

Table  2  Highway  244  Average  Daily  Traffic  Count  between 

Roundup  and  Winnett  Montana    Page  17 


Page  iii 


Appointed  and  Administrative  Officials 


State  Board  of  Land 
Commissioners 


Marc  Racicot,  Governor 

Mark  O'Keefe,  State  Auditor 

Mike  Cooney,  Secretary  of  State 

Nancy  Keenan,  Superintendent  of  Public  Instruction 

Joe  Mazurek,  Attorney  General 


Administrative  Officials 


Arthur  "Bud"  Clinch,  Director 

Randy  Mosley,  Special  Assistant 

Wayne  Wetzel,  Special  Projects  Coordinator 

Ann  Bauchman,  Centralized  Services  Division  Administrator 

Ray  Beck,  Conservation  and  Resource  Development 
Division  Administrator 

Don  Artley,  Forestry  Division  Administrator 

Tom  Richmond,  Oil  &  Gas  Conservation  Division  Administrator 

Gary  Fritz,  Water  Resource  Division  Administrator 

Susan  Cottingham,  Reserved  Water  Rights  Compact  Commission 
Program  Manager 

Jeff  Hagener,  Trust  Land  Management  Division  Administrator 


Administratively  Attached 
Agencies  &  Boards 


Board  of  Water  Well  Contractors 
Board  of  Oil  and  Gas  Conservation 
Reserved  Water  Rights  Compact  Commission 
Rangeland  Resources  Committee 
Drought  Advisory  Conmiittee 
Water  Pollution  Control  Advisory  Council 
Community  Service  Advisory  Council 
Resource  Conservation  Advisory  Council 


Page  iv 


Department  of  Natural 
Resources  and 
Conservation 


Report  Summary 


This  audit  report  is  the  result  of  our  financial-compliance  audit  of 
the  Department  of  Natural  Resources  and  Conservation  for  the  two 
fiscal  years  ended  June  30,  1996.  The  department  underwent 
significant  reorganization  which  was  effective  July  1,  1995.  The 
former  department's  Energy  Division  was  moved  to  the  newly 
created  Department  of  Environmental  Quality  (DEQ).  All  but  the 
Reclamation  Division  of  the  former  Department  of  State  L^nds  was 
merged  with  the  department. 


This  report  contains  five  recommendations  where  the  department 
could  enhance  compliance  with  state  laws  and  policies.  The  major 
issues  discussed  concern  compliance  with  state  accounting  laws  and 
policy  and  classification  of  high  hazard  dams. 

The  first  four  individual  recommendations  discuss  compliance  with 
state  accounting  laws  and  policy  and  include: 

—  Internal  Service  Fund  accounting  and  fees; 

—  Agency  Fund  accounting  for  property  held  in  trust;  and 

—  Nonexpendable  Trust  Fund  accounting  for  investment  and 
income  activity. 

The  fifth  recommendation  discusses  the  department's  classification  of 
a  high  hazard  dam.  In  our  previous  audit,  we  noted  the  department 
needed  to  obtain  operating  permits  for  14  dams  owned  by  the 
department.  The  department  obtained  permits  for  13  of  the  14 
dams.  However,  instead  of  obtaining  an  operating  permit  for  one 
dam,  the  department  reclassified  the  dam  from  a  high  hazard  dam  to 
a  dam  not  considered  high  hazard.  The  change  was  made  through  an 
internal  rule  change  procedure  that  did  not  follow  state  law. 


Department  management  concurred  with  the  recommendations  in  the 
report. 

We  issued  a  qualified  opinion  on  the  financial  schedules  contained  in 
this  report.  Because  of  the  reorganization  of  the  department,  the 
financial  aaivity  of  the  former  Depanment  of  State  Lands  was 
transferred  to  the  department.  However,  land  valued  at  $49,398,756 
recorded  in  the  Nonexpendable  Trust  Fund  was  omitted.  As  a 
result,  ending  fund  balance  at  June  30,  1996  in  the  Nonexpendable 
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Recommendation  ^1 


Recommendation  §2 


Recommendation  #3 


Recommendation  #4 


Trust  Fund  is  understated  by  this  amount.  Except  for  the  omission 
of  land,  the  readers  may  rely  on  the  presented  financial  information. 

The  listing  below  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 

We  reconmiend  the  department  review  the  accounting  for  the 
Air  Operations  Bureau  in  the  Internal  Service  Fund  to  ensure 
accounting  for  assets  and  rates  charged  for  aircraft  use  are  in 
accordance  with  state  law  and  policy Page  10 

Department's  Response:  Concur.  See  page  B-4. 

We  recommend  the  department: 

A.  Properly  distribute  balances  in  uncleared  collections 
accounts  at  fiscal  year-end Page  12 

Department's  Reponse:  Concur.  See  page  B-4. 

B.  Properly  record  property  held  in  trust  activity  in  the 

Agency  Fund Page  12 

Department's  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  record  earnings  transactions 

in  the  Nonexpendable  Trust  Fund  accounts  in  accordance 

with  state  accounting  policy Page  14 

Department's  Reponse:  Concur.  See  page  B-4. 

We  recommend  the  department  record  common  school 
permanent  trust  fiind  transfers  in  accordance  with  state 
accounting  policy Page  15 

Department's  Reponse:  Concur.  See  page  B^. 
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RecommeiKJation  ff^  We  recommend  the  department  classify  the  Yellow  Water 

Dam  in  compliance  with  state  laws  and  regulations Page  17 

Department's  Reponse:  Concur.  See  page  B-5. 
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Introduction 


Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana  Depart- 
ment of  Natural  Resources  and  Conservation  (department)  for  fiscal 
years  1994-95  and  1995-96.  The  objectives  of  the  audit  were  to: 


1.  Determine  the  department's  compliance  with  applicable  laws 
and  regulations. 

2.  Make  recommendations  for  improvement  in  the  department's 
internal  and  management  controls. 

3.  Determine  if  the  department's  financial  schedules  fairly  present 
the  results  of  its  operations  for  the  two  fiscal  years  ended 
June  30,  1996. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations . 

This  report  contains  five  reconmiendations  addressing  areas  where 
the  department  could  improve  compliance  with  state  laws  and 
policies.  Other  concerns  not  having  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  specifically  included 
in  this  report,  but  have  been  discussed  with  management.  In 
accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed 
the  cost,  if  significant,  of  implementing  the  recommendations  made 
in  this  report. 


Background 


Chapter  418,  Laws  of  1995,  reorganized  the  Department  of  Natural 
Resources  and  Conservation  (DNRC)  effective  July  1,  1995.  The 
new  department  has  four  divisions  from  the  old  DNRC,  two 
divisions  from  the  former  Department  of  State  Lands  and  one 
Centralized  Services  division  composed  of  staff  from  both  of  the 
former  agencies.  The  reorganized  DNRC  includes  most  of  the 
functions  of  its  predecessors,  except  those  of  the  State  Land's 
Reclamation  Division  and  DNRC's  Energy  Division  both  of  which 
were  transferred  to  the  Department  of  Environmental  Quality. 


The  department  is  responsible  for  sustaining  and  improving  the 
benefits  derived  from  our  water,  soil,  and  rangeland;  managing  the 
state's  trust  land  resources  to  produce  revenues  for  trust  benefici- 
aries; protecting  Montana's  natural  resources  from  wildland  fires 
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through  regulation  and  partnerships  with  federal,  state,  and  local 
agencies;  promoting  conservation  of  oil  and  gas  and  preventing 
waste  through  regulation  of  exploration  and  production;  and 
managing  and  assisting  in  the  management  of  several  grant  and  loan 
programs,  including  the  renewable  resource,  reclamation  and 
development,  treasure  state  endowment,  and  wastewater  revolving 
fund  programs.  The  department  is  also  responsible  for  promoting 
the  stewardship  of  Montana's  water,  soil,  forest,  and  rangeland 
resources  and  for  regulating  forest  practices. 

The  department  is  organized  in  the  following  seven  divisions: 

The  Centralized  Services  Division  provides  administrative  and 
operational  support  to  all  divisions.  Support  services  include:  fiscal 
affairs;  data  processing;  and  personnel.  The  division  coordinates 
information  services  and  prepares  publications  for  printing.  Trust 
revenues  are  collected  and  distributed;  oil,  gas,  and  coal  royalty 
audits  are  conducted;  and  ownership  records  for  trust  and  nontrust 
lands  are  maintained. 

The  Conservation  and  Resource  Development  Division  coordinates, 
supervises,  and  provides  financial  and  technical  assistance  to 
Montana's  58  conservation  districts  and  provides  technical, 
financial,  and  administrative  assistance  to  public  and  private  entities 
to  complete  projects  that  put  renewable  resources  to  work,  increase 
the  efficiency  with  which  natural  resources  are  used,  or  solve 
recognized  environmental  problems. 

The  Forestry  Division  protects  Montana's  forested  and  nonforested 
lands  from  wildfires.  It  provides  aviation  and  fire  suppression 
services;  operates  a  nursery  to  provide  stock  for  shelterbelt,  wind- 
break, wildlife  habitat  improvement  and  reclamation,  and 
reforestation  of  state  and  private  lands;  and  regulates  forest  practices 
and  wildfire  hazards  created  by  logging  or  other  forest  management 
operations  on  state  and  private  lands. 

Oil  and  Gas  Conservation  Division  consists  of  The  Board  of  Oil  and 
Gas  Conservation  which  is  attached  to  DNRC  for  administrative 
purposes.  The  quasi-judicial  board  consists  of  seven  members. 
They  administer  the  Montana  oil  and  gas  conservation  laws  to 
promote  conservation  and  prevent  waste  in  the  recovery  of  these 
resources  through  the  regulation  of  exploration  for  and  production  of 
our  state's  oil  and  gas.  The  board  and  its  technical  support  staff 
issue  drilling  permits;  classify  wells;  establish  well  spacing  units  and 
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land  pooling  orders;  inspect  drilling,  production,  and  seismic 
operations;  investigate  complaints;  conduct  engineering  studies;  and 
collect  and  maintain  well  data  and  production  information. 

The  Reserved  Water  Rigrhts  Compact  Commission  was  created  by  the 
1979  Montana  Legislature  as  part  of  the  water  rights  adjudication 
effon.  The  seven  commissioners  negotiate  water  rights  with  Indian 
Tribes  and  federal  agencies  to  establish  formal  agreements  on  the 
amount  of  water  to  be  allocated  to  each  interest.  Its  staff  provides 
support  services  such  as  historical  and  legal  research  and  analysis  of 
soils,  vegetation,  and  hydrology.  Prior  to  reorganization,  the 
commission  was  organizationally  a  part  of  the  Governor's  Office. 

The  Trust  Land  Management  Division  is  responsible  for  managing 
the  surface  and  mineral  resources  of  forest,  grazing,  agricultural, 
and  other  classified  state  trust  lands  to  produce  revenue  for  the 
benefit  of  Montana's  public  schools  and  other  endowed  institutions. 
The  State  Board  of  Land  Commissioners  oversees  the  administration 
of  the  state  trust  land  in  Montana,  as  directed  by  the  Montana 
Constitution.  The  director  is  responsible,  under  the  direction  of  the 
board,  for  administering  the  state  trust  land  management  functions 
vested  in  the  department.  The  State  Board  of  Land  Commissioners 
consists  of  the  Governor,  Superintendent  of  Public  Instruction, 
Secretary  of  State,  Attorney  General,  and  State  Auditor. 

The  Water  Resources  Division  is  responsible  for  many  programs 
associated  with  the  use,  development,  and  protection  of  Montana's 
water.  It  administers  state-owned  water  resource  projects,  water 
rights,  and  water  reservations.  Its  activities  include  interstate 
coordination  of  water  issues,  centralized  water  rights  record 
keeping,  state  water  planning,  dam  safety,  floodplain  management, 
and  drought  planning.  The  division  also  provides  administrative 
support  to  the  Board  of  Water  Well  Contractors,  which  adopts 
administrative  rules  regulating  licenses  and  establishing  minimum 
construction  standards  for  water  wells. 

Field  operations  are  performed  for  DNRC's  various  programs 
through  40  area,  regional,  unit,  and  field  offices  located  throughout 
the  state.  Sixteen  are  from  the  Water  Resources,  Board  of  Oil  and 
Gas  Conservation,  and  Conservation  and  Resource  Development 
Divisions.  The  other  24  are  from  the  Forestry  and  Trust  Land 
Management  Divisions. 


Page  3 


Page  4 


Prior  Audit  Recommendations 


Prior  Audit  ^^  performed  an  audit  of  the  department  for  the  two  fiscal  years 

Recommendations  ended  June  30,  1994.  The  report  contained  six  recommendations. 

The  department  concurred  with  all  the  recommendations.  Of  the  six 
recommendations,  the  department  implemented  five  and  partially 
implemented  one.  The  recommendation  partially  implemented 
concerned  Dam  Safety  and  is  again  discussed  on  page  15. 

We  performed  an  audit  of  the  former  Department  of  State  Lands  for 
the  two  fiscal  years  ended  June  30,  1995.  The  report  contained 
seven  recommendations  now  applicable  to  the  Department  of  Natural 
Resources  and  Conservation's  operations,  which  we  determined  have 
been  implemented. 


Pages 
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Findings  and  Recommendations 


Internal  Service  Fund 
Accounting 


The  department  accounts  for  the  Forestry  Division,  Air  Operations 
Bureau  (bureau)  in  an  Internal  Service  Fund  (ISF).  The  bureau 
maintains  three  fixed  wing  aircraft  and  five  helicopters  to  assist  with 
firefighting  efforts  in  the  state.  The  current  rates  charged  are:  $85 
per  hour  for  fixed  wing  aircraft;  $325  per  hour  each  for  two  of  the 
helicopters;  and  $800  per  hour  each  for  three  of  the  helicopters. 
The  rates  do  not  include  any  administrative  or  personal  services 
costs  such  as  pilots  wages.  The  department  receives  a  subsidy  each 
year  from  the  General  Fund  for  these  costs.  In  fiscal  year  1995-96 
the  subsidy  was  $337,500. 


Section  17-8-101(  5),  MCA,  states:  "Fees  and  charges  for  services 
deposited  in  the  internal  service  fund  type  must  be  based  upon 
commensurate  costs."  The  statute  further  requires  the  Legislative 
Auditor  to  report  on  the  reasonableness  of  the  rates  charged  and  on 
the  fiind  equity  balance  during  regularly  scheduled  audits.  In 
addition,  the  statute  requires  all  rates  must  be  approved  by  the 
legislature  in  the  general  appropriations  act.  The  following  sections 
discuss  our  concerns  regarding  the  rate  calculations  and  the  fund 
balance  of  the  Air  Operations  Bureau. 


Rate  Basis 


During  our  audit  we  noted  the  department's  fees  are  not  in  compli- 
ance with  the  law.  The  department  includes  in  its  rate  structure  a 
provision  for  future  major  overhauls  and  unplanned,  unscheduled 
maintenance  to  the  aircraft  which  are  above  and  beyond  normal 
scheduled  maintenance  and  repair.  The  department  uses  historical 
costs,  manufacturer  information,  and  FAA  requirements,  to  develop 
the  rates.  The  information  used  by  the  department  appears  logical; 
however,  the  process  followed  to  establish  the  rate  structure  does  not 
follow  state  law.  Fuel,  oil,  and  normal  maintenance  and  repair  are 
components  of  current  cost.  Future  major  overhauls  and  unplanned, 
unscheduled  repairs  are  not  a  current  cost  until  they  are  incurred. 
Under  state  policy  major  equipment  improvements  which  extend  the 
life  of  equipment  in  an  ISF  should  be  capitalized  and  depreciated 
over  the  life  of  the  equipment.  If  the  department  capitalized  and 
depreciated  the  major  repairs,  the  cost  of  depreciation  would  be  a 
component  of  the  rate  structure  and  would  provide  a  source  of  funds 
for  future  major  repairs  and  maintenance.  If  the  department 
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followed  state  accounting  policy,  it  could  enhance  the  process  to 
establish  rates  in  compliance  with  state  law. 


Asset  Basis 


The  department  does  not  record  any  fixed  assets  (equipment)  in  the 
ISF.  The  department  has  office  equipment,  computers,  and  furniture 
used  by  the  bureau  which  are  not  recorded  as  assets  of  the  ISF.  Of 
the  eight  aircraft  maintained  by  the  department,  six  were  acquired 
under  the  Federal  Excess  Property  program  and  title  remains  with 
the  Federal  Government.  However,  the  use  of  the  aircraft  and 
improvements  represent  an  asset  of  the  department  and  should  be 
recorded  as  such  in  the  ISF.  The  value  of  the  fixed  wing  aircraft  is 
recorded  in  the  General  Fixed  Asset  Account  Group  even  though 
state  policy  requires  it  be  recorded  in  the  ISF.  The  department  has 
an  investment  in  aircraft,  major  overhauls  of  aircraft  (i.e.  engines, 
rotors,  transmissions,  etc),  office  equipment ,  computers,  and 
furniture  used  in  the  Bureau.  Under  state  accounting  policy,  fixed 
assets  belonging  to  the  ISF  should  be  recorded  in  the  ISF.  The 
department  should  record  these  assets  in  the  ISF.  When  computing 
amounts  for  assets  the  department  needs  to  consider  valuation 
increases  due  to  major  overhauls/upgrades  which  increase  the  life 
expectancy  of  the  assets  and  the  depreciation  related  to  those  assets. 


Fund  Balance 


The  department's  recorded  fund  balance  is  not  an  accurate  presenta- 
tion of  its  equity,  because  the  rate  and  assets  basis  are  not  in  compli- 
ance with  state  accounting  policy,  as  discussed  above.  The  depart- 
ment's fund  balance  fluctuates  widely  over  time.  The  fluctuations  in 
fund  balance  represents  the  build  up  and  depletion  of  cash  reserves 
due  to  the  inclusion  of  future  overhauls  in  the  rate  structure. 
Through  the  rate  structure,  the  department  is  collecting  cash  for 
anticipated  major  overhauls  in  ftiture  periods.  If  the  department 
followed  state  accounting  policy  by  capitalizing  and  depreciating  the 
major  overhauls,  the  fund  balance  would  be  more  stable.  The  fund 
balance  would  primarily  consist  of  the  undepreciated  balance  of  the 
assets  plus  cash.  The  table  below  presents  the  ending  fund  balance 
of  the  past  six  years  and  illustrates  how  the  fund  balance  has 
fluctuated. 
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Table  1 

Internal  Service  Fund  Endins  Fund  Balance 

Fiscal 

ISP  Ending 

Year  End 

Fund  Balance 

1991 

$204,730 

1992 

$292,074 

1993 

$153,356 

1994 

$  54,877 

1995 

$167,297 

1996 

$203,692 

Source: 

Prepared  by  the  Legislative  Audit  Division  from 

audited  information  on 

the  Statewide  Budgeting 

and  Accounting  System. 

The  department  is  projecting  an  ending  fund  balance  at  fiscal  year 
end  1997  of  $422,626.  Current  projections  indicate  the  fund 
balance  will  begin  declining  again  in  fiscal  1998.  Without  a  detailed 
analysis  we  cannot  determine  the  potential  effects  on  fund  balance  in 
the  ISF  because  the  department  is  not  recording  assets  and 
depreciation  expense. 


Summary 


Department  persoimel  stated  they  believe  the  rates  charged  provide  a 
reasonable  basis  to  cover  immediate  costs  and  make  provisions  for 
future  major  overhauls  and  other  unscheduled  maintenance.  How- 
ever, if  the  department  capitalized  and  depreciated  the  major  repair 
items  and  included  depreciation  expense  in  their  rate  structure,  the 
department  would  be  in  compliance  with  state  accounting  policy, 
which  would  provide  funds  for  future  repairs  and  maintenance.  The 
rate  structure  established  would  be  in  compliance  with  state  law. 


As  noted  above,  we  believe  not  including  assets  and  depreciation 
accounts  for  the  growing  fund  balance.  These  issues  will  require  an 
analysis  by  the  department  and  possibly  discussions  with  the 
Department  of  Administration,  Accounting  Bureau,  to  determine  the 
rate  structure  and  proper  accounting  presentation  for  the  Air 
Operations  Bureau  in  the  ISF. 
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Recommendation  #1 

We  recommend  the  department  review  the  accounting  for  the  Air 
Operations  Bureau  in  the  Internal  Service  Fund  to  ensure 
accounting  for  assets  and  rates  charged  for  aircraft  use  are  in 
accordance  with  state  law  and  policy. 


Improper  Accounting 
for  Agency  Fund 
Activity 


Generally  accepted  accounting  principles  (GAAP)  and  state 
accounting  policy  define  fiduciary  funds  as  trust  and  agency  funds 
used  to  account  for  assets  held  by  a  goveriunental  unit  in  a  trustee 
capacity  or  as  an  agent  for  others.  An  Agency  Fund  is  one  type  of 
fund  within  the  fiduciary  fund  type.  Agency  funds  are  purely 
custodial  in  nature  and  do  not  involve  measurements  of  revenue  and 
expenditure  activity. 


The  department  records  uncleared  collections,  property  held  in  trust 
(PHIT),  protested  oil  &  gas  royalties,  and  non-trust  land  activity  in 
its  Agency  Funds.  Uncleared  collections  activity  occurs  mainly 
because  of  the  volume  of  money  received  for  activities  on  trust 
lands.  The  department  initially  deposits  money  received  into  the 
Agency  Fund.  After  a  determination  is  made  as  to  which  trust 
receives  the  income,  a  distribution  is  done  from  uncleared 
collections  to  the  various  trust  funds  and  other  funds  as  appropriate. 
Property  held  in  trust  activity  relates  to  security  deposits  and 
performance  bonds  which  the  department  holds  to  ensure  satisfactory 
performance  by  independent  contractors  performing  work  for  the 
department  and  to  ensure  proper  cleanup  of  logging  operations. 
Protested  oil  &  gas  royalties  are  held  pending  resolution  of  disputes. 
The  non-trust  land  activity  relates  to  rental,  lease,  and  royalty  money 
collected  by  the  department  and  forwarded  to  other  state  agencies. 
During  our  review  of  the  Agency  Fund  activity  at  the  department, 
we  identified  areas  where  compliance  with  state  accounting  policy 
could  be  improved.  The  following  sections  address  our  findings. 
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Undistributed  Balances 


At  fiscal  year-end  1995-96,  the  department  had  two  accounts 
(Foresters  Uncleared  Collections  and  State  Lands  Uncleared 
Collections)  within  the  Agency  Fund  which  contained  undistributed 
amounts  of  $581,566  and  $5,822  respectively.  These  amounts 
included  money  which  should  eventually  be  distributed  to  the  trust 
funds  and  amounts  that  represent  bid  deposits,  and  performance 
bonds.  Bid  deposits,  and  performance  bond  activity  represent 
property  held  in  trust  and  may  be  retained  or  returned  based  on  the 
bid  award  or  acceptable  performance  of  a  contract. 


At  fiscal  year-end  1995-96,  the  department  processed  a  transaction 
to  move  the  amount  of  uncleared  collections  to  a  deposits  payable 
account.  Each  year  the  Department  of  Administration,  Accounting 
Bureau,  publishes  a  memo  describing  accounting  procedures  for 
agencies  to  follow  at  fiscal  year-end.  The  memo  states  amounts 
recorded  in  uncleared  collections  should  be  distributed.  Simply 
moving  the  uncleared  collections  balance  to  a  deposit  payable 
account  does  not  accomplish  a  distribution  and  misrepresents  the 
nature  of  the  activity.  A  reasonable  estimate  should  be  made  for  the 
amounts  remaining  in  uncleared  collections  at  year  end  which  will 
eventually  go  to  the  trust  funds  and  revenue  recorded  in  the 
appropriate  trust  fund.  In  the  next  year,  transactions  could  be 
processed,  if  necessary,  to  correct  the  estimate.  Amounts  held  for 
bid  deposits  and  performance  bonds  should  be  properly  recorded  as 
deposits  payable  or  PHIT. 


Identity  of  Property  Held 
in  Trust 


State  accounting  policy  provides  for  the  financial  presentation  of 
Agency  Funds  to  include  additions  and  deletions  to  PHIT.  In  some 
accounts  the  department  records  detail  activity  for  the  security 
deposits  and  performance  bonds  on  the  state's  accounting  system.  In 
the  two  accounts  mentioned  above,  the  department  does  not  identify 
the  differences  in  activity  relating  to  PHIT  and  the  clearing  account 
activity.  In  the  Foresters  uncleared  collections  account,  the 
department  processed  $6,654,873  of  additions  and  $6,073,216  of 
deletions  to  PHIT.  In  the  State  Lands  uncleared  collections  account, 
the  department  processed  $27,275,182  of  additions  and  $27,229,209 
of  deletions  to  PHIT.  We  estimate  94  percent  of  the  amounts  in  each 
fund  relate  to  clearing  account  activity.  The  state's  accounting 
system  provides  methods,  which  the  department  already  uses  in  other 
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Agency  Fund  accounts,  to  distinguish  between  the  clearing  account 
and  PHIT  activities.  The  department  should  segregate  the  two  types 
of  activities  or  establish  separate  accounts  to  record  the  two  types  of 
activity. 


Recording  Revenues  and 
Expenditures 


In  one  Agency  Fund  account,  the  department  records  lease,  rental, 
and  royalty  activity  on  non-trust  lands  owned  by  other  state 
agencies.  Department  staff  noted  that  accepted  practice  allowed  for 
recording  revenues  and  expenditures  in  an  Agency  Fund;  however, 
as  mentioned  previously,  state  policy  allows  only  assets  and 
liabilities  representing  custodial  activity  to  be  presented  in  an 
Agency  Fund. 


Section  17-1-102  (4),  MCA,  requires  all  state  agencies  to  input 
necessary  transactions  before  the  end  of  the  fiscal  year  to  present  the 
receipt,  use,  and  disposition  of  all  money  and  property  under  the 
agency's  control  in  accordance  with  GAAP.  The  department  should 
analyze  the  activity  in  its  Agency  Fund  and  work  with  the 
Department  of  Administration,  Accounting  Bureau,  to  ensure 
Agency  Fund  activity  is  recorded  properly. 


Recommendation  #2 

We  recommend  the  department: 

A. 


B. 


Properly  distribute  balances  in  uncleared  collections 
accounts  at  fiscal  year-end. 

Properly  record  property  held  in  trust  activity  in  the 
Agency  Fund. 


Recording  All  Invest- 
ment Earnings  In  Non- 
expendable Trust  Fund 
Accounts 


The  department  has  ten  permanent  trust  accounts  in  the  Non- 
expendable Trust  Fund  in  addition  to  a  pooled  investment  account 
(the  Trust  and  Legacy  Account).  The  available  cash  in  the  ten 
permanent  trust  accounts  is  moved  to  the  pooled  investment  account. 
The  Montana  Board  of  Investments  (BOI)  invests  the  cash  in 
securities  and  records  investment  earnings  as  revenue  in  the  pooled 
investment  account.  Subsequently,  the  investment  earnings  are 
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distributed  to  the  proper  permanent  trust  fund  by  recording  a 
nonbudgeted  transfer-out  in  the  investment  pool  account  and  a 
nonbudgeted  transfer-in  in  the  respective  trust  accounts.  The  income 
in  each  permanent  trust  account  is  distributed  to  the  respective 
beneficiaries  (i.e.  colleges,  universities,  institutions,  and  public 
schools). 

At  the  end  of  each  fiscal  year,  BOI  accrues  investment  earnings  for 
income  earned  but  not  yet  collected.  Department  personnel  transfer 
this  income  from  the  pooled  investment  account  directly  to  the 
respective  beneficiaries.  By  recording  the  activity  directly  to  the 
beneficiaries,  the  accrued  income  is  not  recorded  in  the  ten 
permanent  trust  fund  accounts.  The  revenue  must  first  be  recorded 
in  the  earning  account  before  being  distributed  to  the  respective 
beneficiaries. 

Department  personnel  believe  the  amounts  recorded  in  the  ten 
permanent  trust  fund  accounts  represents  the  amount  of  money  that 
has  been  distributed  to  the  beneficiaries  and  said  this  is  the  way  they 
have  been  recording  the  accrued  investment  earnings  activity  for 
over  ten  years.  The  current  recording  procedure  results  in  the 
activity  in  the  ten  permanent  trust  fund  accounts  being  recorded  on 
the  cash  basis  of  accounting.  State  accounting  policy  requires 
accounts  in  the  Nonexpendable  Trust  Fund  to  be  on  the  full  accrual 
basis  of  accounting.  The  department's  failure  to  record  the  accruals 
results  in  a  net  effect  of  overstating  transfers-in  and  transfers-out  in 
the  Nonexpendable  Trust  Fund  ten  permanent  trust  ftind  accounts  in 
total  by  $4,  473,111  for  fiscal  year  1995-96.  The  department  should 
record  accrued  revenue  in  the  ten  permanent  trust  fund  accounts  to 
ensure  it  is  reported  on  the  full  accrual  basis  of  accounting. 

The  department  assists  the  Department  of  Administration  in 
managing  a  Nonexpendable  Trust  Fund  account  called  the  Coal 
Severance  Tax  School  Bond  Contingency  Loan  fund.  This  account 
has  money  invested  by  BOI,  but  the  investment  earnings  are  not 
recorded  in  the  account.  Department  personnel  indicated  since  an 
account  managed  by  the  Department  of  Revenue  (DOR)  is  entitled  to 
receive  the  revenue,  they  set  up  the  account  to  automatically  record 
the  revenue  on  the  DOR  books.  However,  state  accounting  policy 

Page  13 


Findings  and  Recommendations 


requires  the  trust  fund  revenues  to  first  be  recorded  in  the  earning 
account  before  being  transferred  to  the  account  that  is  entitled  to 
receive  the  revenue. 

Recommendation  #3 

We  recommend  the  department  record  earnings  transactions  in  the 
Nonexpendable  Trust  Fund  accounts  in  accordance  with  state 
accounting  policy. 


Common  School 
Permanent  Trust  Fund 
Activity  Overstated 


The  department  processes  transactions  on  the  state's  accounting 
records  to  move  95  percent  of  income  in  the  Common  School 
Permanent  Trust  Fund  to  the  General  Fund  for  the  payment  of 
school  equalization  aid.  The  income  is  recorded  as  a  transfer-out 
from  the  Common  School  Permanent  Trust  Fund  and  a 
corresponding  transfer-in  to  the  General  Fund.  In  accordance  with 
the  Montana  Constitution,  the  remaining  5  percent  of  income 
remains  in  the  Common  School  Permanent  Trust  Fund.  When  the 
transactions  are  recorded,  department  personnel  also  create  a 
transfer-in  and  transfer-out  for  the  5  percent  of  the  money  that  is  to 
remain  in  the  Common  School  Permanent  Trust  Fund  accounting 
entity.  The  Department  of  Administration's  Accounting  Bureau 
personnel  indicate  recording  a  transfer-out  and  transfer-in  within  the 
same  accounting  entity  is  not  proper.  Transfers-in  and  transfers-out 
are  each  overstated  by  $2,212,199  in  the  Nonexpendable  Trust  Fund 
because  of  the  double  recording  of  transfers  within  the  same 
accounting  entity. 


The  income  collected  had  already  been  recorded  in  the  Common 
School  Permanent  Trust  Fund  when  initially  collected.  When  the  95 
percent  is  transferred  out,  the  balance  remaining  in  the  accounting 
entity  for  income  collected  should  represent  the  5  percent  retained. 
A  department  official  stated  the  reason  he  records  the  transfer-in  and 
out  is  so  users  of  the  accounting  records  can  easily  track  the  amount 
that  represents  the  5  percent  of  income  remaining  in  the  account 
since  it  is  shown  as  a  separately  identifiable  amount. 
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Recommendation  #4 

We  recommend  the  department  record  Common  School 
Permanent  Trust  Fund  transfers  in  accordance  with  state 
accounting  policy. 


Improper  Reclassifica-  ^^  ^^^  P'"*°'"  ^^^^^  ^^  ^^  depanment,  we  noted  14  of  26  dams  owned 

tion  of  a  State  Owned  ^'y  ^^  depanment  needed  to  obtain  operating  permits.  The  depart- 

Dam  ment  properly  obtained  operating  permits  for  all  of  the  dams  except 

for  the  Yellow  Water  Dam  in  Petroleum  County.  The  following 
paragraphs  discuss  the  dam  monitoring  procedures  used  by  the 
department. 

The  department's  Water  Resources  Division  (division)  is  responsible 
for  managing  the  state's  water  resources.  Within  the  division,  the 
State  Water  Projects  Bureau  is  responsible  for  the  operation, 
management,  and  rehabilitation  of  state-owned  dams.  The  Water 
Operations  Bureau  of  the  division  operates  the  dam  safety  program 
which  issues  operating  permits  for  all  high  hazard  dams.  State  law 
defines  a  dam  or  reservoir  as  high  hazard  if  the  impoundment 
capacity  is  50  acre  feet  or  more  at  the  maximum  normal  operating 
pool,  and  the  failure  of  which  would  likely  cause  loss  of  life. 
Section  85-15-212,  MCA,  requires  dams  designated  as  high  hazard 
to  have  an  operating  plan  prepared  by  the  owner  and  approved  by 
the  department.  The  operating  plan  must  include  reservoir  operation 
procedures,  maintenance  procedures,  emergency  procedures  and 
warning  plans.  In  addition,  section  85-15-213,  MCA,  states  a  high 
hazard  dam  must  be  inspected  as  often  as  considered  necessary  by 
the  department,  but  at  least  once  every  five  years. 

In  1988,  the  department  adopted  rules  which  define  loss  of  life  as 
likely  to  occur  if  dam  failure  would  cause  structures  such  as 
occupied  houses  and  farm  buildings,  stores,  gas  stations,  parks,  golf 
courses,  stadiums,  ball  parks,  and  paved  highways  to  be  flooded. 
This  rule  has  not  been  changed  since  1988.  If  the  Yellow  Water 
Dam  failed,  the  flooded  area  would  include  highway  244  between 
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Roundup  and  Winnett.  Since  this  is  a  paved  highway,  the  dam  meets 
the  current  definition  of  a  high  hazard  dam. 

The  Water  Operations  Bureau  inappropriately  initiated  an  internal 
rule  change  through  an  internal  memorandum  dated  September  15, 

1992.  The  department  proposed  to  change  the  definition  of  paved 
highways  in  the  rules  to  "roads  with  an  average  daily  traffic  count 
greater  than  200."  On  January  13,  1995  the  bureau  used  this 
definition  to  reclassify  the  Yellow  Water  Dam  from  a  high  hazard 
dam  to  a  dam  that  is  not  considered  high  hazard.  Dams  not 
designated  as  high  hazard  are  not  regulated  by  the  department. 

The  internal  rule  change  does  not  comply  with  state  law.  The 
Montana  Administrative  Procedure  Act  defined  in  state  law  requires 
an  agency  give  written  notice  of  their  intended  action  and  file  it  with 
the  Secretary  of  State  prior  to  the  adoption  of  any  rule  amendments. 
Section  2-4-305(7),  MCA,  states  a  rule  is  not  valid  unless  it  is 
adopted  in  substantial  compliance  with  the  Montana  Administrative 
Procedure  Act. 

If  the  department  had  complied  with  state  law  and  initiated  a  valid 
rule  change;  it  still  did  not  follow  it's  average  daily  traffic  criteria. 
The  department  did  not  use  the  most  current  information  available 
from  the  Depanment  of  Transportation  for  determining  average 
daily  traffic  counts.  In  1995,  when  they  improperly  used  the 
memorandum  to  reclassify  the  dam,  more  current  information  was 
available  on  traffic  counts.  The  department  used  1991  as  a  basis  for 
the  average  daily  traffic  counts.  As  the  table  below  shows,  in  1992, 

1993,  and  1995  the  reclassification  does  not  meet  the  department's 
own  proposed  criteria  and  should  have  remained  designated  as  high 
hazard. 
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Table  2 

Highway  244  Average  Daily  Traffic  Count  between  Roundup 
and  Winnett  Montana 

mi  mi  mi  ism        mi 

154  212  245  196  231 

Source:    Montana  Department  of  Transportation  in  Coopera- 
tion with  the  U.S.  Department  of  Transportation. 


A  department  official  stated  they  have  new  technology  to  evaluate 
the  effects  if  the  dam  were  to  fail.  Department  Officials  further 
stated  this  new  analysis  would  determine  the  proper  classification  of 
the  dam. 

Recommendation  #5 

We  recommend  the  department  classify  the  Yellow  Water  Dam  in 
compliance  with  state  laws  and  regulations. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat,  Legislative  Auditor  /^T^^N  Deputy  Legislative  Auditors: 

John  W.  Northey,  Legal  Counsel  fc^^^Sl  J™  Pellegrini,  Performance  Audit 

Tori  Hunthausen,  IT  &  Operations  Manager  ^^^^^&J  James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  Natural  Resources  and 
Conservation  for  each  of  the  two  fiscal  years  ended  June  30,  1995  and  1996,  as  shown  on  pages  A-5 
through  A-21.  The  information  contained  in  these  financial  schedules  is  the  responsibility  of  the 
department's  management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules 
based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets,  liabilities  and  cash  flows. 

As  described  in  note  5,  the  department  was  reorganized  in  fiscal  year  1995-96.  The  Nonexpendable 
Trust  Funds  at  the  former  Department  of  State  Lands  were  transferred  to  the  department.  In  recording 
the  reorganization,  the  value  of  the  land  of  the  trust  funds  was  omitted.  As  a  result  of  this  omission, 
direct  entries  to  fund  balance  for  fiscal  year  1995-96  and  fund  balance  at  June  30,  1996  are  each 
understated  by  $49,398,756  in  the  Nonexpendable  Trust  Fund  on  the  Schedule  of  Changes  in  Fund 
Balance  &  Property  Held  in  Trust. 
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Room  135,  State  Capitol  Building  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3 1 22     FAX  (406)  444-9784     E-Mail  lad@nit.gov 


In  our  opinion,  except  for  the  omission  in  recording  the  land  and  the  related  impact  on  fund  balance  as 
described  in  the  previous  paragraph,  the  financial  schedules  referred  to  above  present  fairly,  in  all 
material  respects,  the  results  of  operations  and  changes  in  fund  balances  and  property  held  in  trust  of  the 
Department  of  Natural  Resources  and  Conservation  for  the  two  fiscal  years  ended  June  30,  1995  and 
1996,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January,  7,  1997 
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FUND  BALANCE     July  1,  1994 
PROPERTY  HELD  IN  TRUST:   July  1,  1994 

ADDITIONS 

Fiscal  Year  1994-95 

Budgeted  Revenues  &  Transfers-In 
'  Nonbudgeted  Revenues  &  Transfers-In 
^  Cash  Transfers-In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Transfers-In  Adjustments 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 

Support  From  State  of  Montana 

Additions  to  Property  Held  in  Trust 

Fiscal  Year  1995-96 
Budgeted  Revenues  &  Transfers-In 
Nonbudgeted  Revenues  &  Transfers-In 
Cash  Transfers-ln 
Pnor  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Additions  to  Property  Held  in  Trust 
Total  Additions 

REDUCTIONS 

Fiscal  Year  1994-95 

Budgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures 

Nonbudgeted  Expenditures  &  Transfers-Out 

Nonbudgeted  Prior  Year  Transfer-Out  Adjustments 

Cash  Transfers-Out 

Prior  Year  Transfer-Out  Adjustments 

Direct  Entries  to  Fund  Balance 

Prior  Year  Revenue  Adjustments 

Reductions  to  Property  Held  in  Trust 

Fiscal  Year  1995-96 

Budgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures 

Support  to  State  of  Montana 

Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expendimre  Adjustments 

Cash  Transfers-Out 

Duect  Entnes  to  Furxl  Balance 

Pnor  Year  Transfer-Out  Adjustments 

Pnor  Year  Revenue  Adjustments 

Reductions  to  Property  Held  in  Trust 
Total  Reductions 

FUND  BALANCE:     June  30,  19% 
PROPERTY  HELD  IN  TRUST:  June  30.  1996 


3 


58,807,853 


See  note  7  on  page  A-19. 
See  note  8  on  page  A-20. 
See  note  9  on  page  A-20. 
See  note  6  on  page  A-18. 


DEPARTMENT  OF  NATURAL  RESOURCES  &  CONSERVATION 

.srHF.Din.E  OF  CHANGES  IN  RTND  BALANCES  &  PROPERTY  HELD  IN  TRUST 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1996 


General 
Fund 

$_ 

Special 

Revenue 

Funds 

$ 

Debt 
Service 
Funds 

Capital 

Projects 

Funds 

$               0 

Internal 
Service 
Funds 

$_ 

Agency 
Funds 

Expendable 
Trust 
Funds 

Nonexpendable 
Trust 
Funds 

;                 0 

26.663.886 

44,104,768 

$                 0 

0 

$     1,242,757 

$           2,166,606 

5,209 

8,652,610 

32,363 

5,535,406 

7.739,806 

4,562.903 

396,003 
1,272 

(82,000) 

2,887 

336.068 

3,184 

886,914 

3,170,441 

57,909,387 


3,214,335 

14,214,758 

(273) 

73,555 

1,495,010 

(132,587) 

923,674 

22 

245,120 

14,615,156 

15,724,345 

128,797 

40,928.532 

14,260.627 

16.359 

151,552 

63,520 

33,722 

21,070 

58,807,853 

47,169,441 

>                     0 

$      37,403,832 

86,352 


(13.519) 


635,569 


42,413,058 

28,273,633 

126,482 

4.841.428 

20,354,264 

5.735.151 

346,940 
22,840 

54.188 

13,054.229 

3,728,351 

33,476,390 


64,026 


64,026 


515,909 


167.298 


683.207 


39,789,586 
40,425,155 


86,352 


88,699,879 
1,085,685 


292.337.428 


382,109,473 


86,514 
303 


9,687,479 


119 


55 


635,569 


45,743 


22,939,710 


469,873 


(1,981) 
11,623 


77,870,401 


32,627,189 


$   44,953,969 


22,592 


68,335 


$   (4,309) 


479,515 


$   203,692 


36,066,103 
36,701,672 


$   3,723,483 


1,241,884 
353 


1,329,109 


77,870,520 


$   306,405,559 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-15. 
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DEPARTMENT  OF  NATURAL  RFSOURCES  &  CQNSHRVATION 

■SCHEDULE  OF  TOTAL  REVENUES.  TRANSFERS-IN  &  OTHER  ADDITIONS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1996 


TOTAL  REVENUES  BY  CLASS 

Licenses  &  Permits 

Taxes 

Charges  for  Services 

Investment  Earnings 

Fines  &  Forfeits 

Federal  Indirect  Cost  Recoveries 

Sale  of  Documents  &  Merchandise 

Rentals,  Leases  &  Royalties 

Miscellaneous 

Grants,  Contracts  &  Donations 

Other  Financing  Sources 

Federal 
Total  Revenues 

Less:    Nonbudgeted  Revenues  &  Transfers-In 

Prior- Year  Revenues  &  Transfers-In  Adjustments 
Acmal  Budgeted  Revenues  &  Transfers-In 

Estimated  Revenues 
Budgeted  Revenues  Over  (Under)  Estimated 

BUDGETED  REVENUES  OVER(UNDER)  ESTIMATED  BY  CLASS 

Licenses  &  Permits 

Taxes 

Charges  for  Services 

Investment  Earnings 

Fines  &  Forfeits 

Federal  Indirect  Cost  Recoveries 

Sale  of  Documents  &  Merchandise 

Rentals,  Leases  &  Royalties 

Miscellaneous 

Grants,  Contracts  &  Donations 

Other  Financing  Sources 

Federal 
Budgeted  Revenues  Over  (Under)  Estimated 


Special 

Debt 

Internal 

Nonexpendable 

General 

Revenue 

Service 

Service 

Trust 

Fund 

Funds 

Fimds 

Funds 

Funds 

Total 

;           49,620     $ 

59,122 
1,547,266 

$            339,827      S 

i  448,569 
1,547,266 

385,992 

2,355,996     $ 

877     : 

$       178,409 

2,921,274 

292 

579,755 

2,793,224 

26,442,009 

29,815,280 

500 

142,382 

142,882 

19,294 

88,337 

107,631 

775 

1,636,580 

1,847,319 

3,781,638 

7,266,312 

9,839 

20,087 

25,947,380 

25,977,306 

6,718 

28,666 

35,384 

987 

74,875 

75,862 

42,031,801 

23,898,700 
2,662,225 

15,735,684 

337,500 

32,189,025 

114,192,710 
2,662,225 

42,505,818 


126,482 
(33,722) 


42,413,058 
39,053,589 


33,093,991 

4,841,428  ^ 
(21,070) 
28,273,633 
68,088,056 


20,377,104 


20,354,264 


22,840 


0 


515,909 


515,909 
587,500 


88,699,879 
88,699,879  ' 


$   3,359,469  $  (39,814,423)  $_ 


_0_  $   (71,591)  $_ 


185,192,701 

114,022,053 

_       (31,952) 

0      71,202,600 

_     107,729,145 

_0^  $  (36,526,545) 


179,863 


7,294 


3,172,312 


$   3,359,469  $ 


(340,878) 
(54,742) 
(423,989) 
(43,035) 
13,808 
42,152 
(63,936) 
(32,106) 
5,232 
(1,620,414) 
(11,712,427)' 
(25,584,088)' 
(39,814,423) 


$       (71,591) 


$       (71.591) 


$  (340,878) 

(54,742) 
(315,717) 
(43,035) 
13,808 
49,446 
(63,936) 
(32,106) 
5,232 
(1,620,414) 
(8,540,115) 
(25.584,088) 
$      (36.526,545) 


See  note  7  on  page  A- 19. 
See  note  9  on  page  A-20. 
See  note  11  on  page  A-21. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accoimting  System.  Additional  information  is  provided  in  the  notes  to  the  fmancial  schedules  begiiming  on  page  A- 15. 
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nF.PARTMENT  OF  NATURAL  RESOURCES  &  CONSERVATION 

SCHEDULE  OF  TOTAL  RFVF.NIJES.  TRANSFERS-IN  &  OTHER  ADDITIONS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1995 


TOTAL  REVENUES  BY  CLASS 

Licenses  &  Permits 

Charges  for  Services 

Investment  Earnings 

Fines  &  Forfeits 

Federal  Indirect  Cost  Recoveries 

Sale  of  Docimients  &  Merchandise 

Rentals,  Leases  &  Royalties 

Miscellaneous 

Grants,  Contracts  &  Donations 

Other  Financing  Sources 

Federal 
Total  Revenues 


Less: 


Special 

Debt 

Expendable 

Nonexpendable 

General 

Revenue 

Service 

Trust 

Trust 

Fund 

Fimds 

Funds 

Funds 

Funds 

Total 

$           18,650 

$              18,650 

$     27,925 

631,231 

$                986 

660,142 

198 

546,343 

3,089,568 

$        76,297 

$              (50) 

3,712,356 

3,332 

61,668 

65,000 

(100) 

72,139 

72,039 

697 

626,396 
18,991 

1,890,664 

2,517,757 
18,991 

50 

5,980 

6,030 

58,814 

10,000 

68,814 

5,448 

11,096,646 
724,038 

2,759,860 

(13,469) 

13,848,485 
724,038 

Nonbudgeted  Revenues  &  Transfers-In 

Prior- Year  Revenues  &  Transfers-In  Adjustments 

Actual  Budgeted  Revenues  &  Transfers-In 
Estimated  Revenues 

Budgeted  Revenues  Over  (Under)  Estimated 

BUDGETED  REVENUES  OVER(UNDER)  ESTIMATED  BY  CLASS 

Licenses  &  Permits 

Charges  for  Services 

Investment  Earnings 

Fines  &  Forfeits 

Federal  Indirect  Cost  Recoveries 

Sale  of  Documents  &  Merchandise 

Rentals,  Leases  &  Royalties 

Grants,  Contracts  &  Donations 

Other  Financing  Sources 

Federal 
Budgeted  Revenues  Over  (Under)  Estimated 

'  See  note  9  on  page  A-20. 


37,550 

32,363 

(22) 

5,209 
6,612 
$      (1,403) 


$      (1,403) 


$      (1.403) 


13,860,896 

5,535,406  ' 
(327,120) 
8,652,610 
8,950,651 
$        (298,041) 


$        (276,350) 
33,847 
40,281 

(1) 
4,944 
63,685 
7.042 
(47,619) 
313,177 
(437,047) 
$        (298,041) 


7,741,078 


7,739,806 


86,297 


1,272 


86,352 
(55) 


(13,519) 
(13,519) 


0 


0 


21,712,302 

13,380,408 
(325,925) 
8,657,819 
8,957,263 
$  (299,444) 


$  (276,350) 

32,444 
40,281 

(1) 
4,944 
63,685 
7,042 
(47,619) 
313,177 
(437,047) 
$  (299,444) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  fmancial  schedules  begiiming  on  page  A- 15. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1996 


Summary  of  Significant 
Accounting  Policies 

Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental, 
Expendable  Trust,  and  Agency  Funds.  In  applying  the  modified 
accrual  basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs 
the  related  liability  and  it  is  measurable. 

State  accounting  policy  also  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when  used 
or  paid. 

The  department  uses  accrual  basis  accounting  for  its  Internal  Service 
and  Nonexpendable  Trust  Funds.  Under  the  accrual  basis,  as 
defined  by  state  accounting  policy,  the  department  records  revenues 
in  the  accounting  period  earned  if  measurable  and  records  expenses 
in  the  period  incurred,  if  measurable. 


Basis  of  Presentation 


Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  For  audit  reports  issued  after  July  1, 
1996,  the  Legislative  Audit  Committee  approved  a  new  financial 
schedule  presentation  for  agency  audit  reports.  The  schedules  now 
include  nonbudgeted  revenue  and  expenditure  activity  and  prior  year 
revenue  and  expenditure  adjustments  for  all  financial  schedules 
presented.  In  addition,  financial  activity  for  the  Agency  Funds  is 
included  in  the  Schedule  of  Changes  in  Fund  Balances  and  Property 
Held  in  Trust. 


Page  A-15 


Notes  to  the  Financial  Schedules 


The  financial  schedules  are  prepared  from  the  Statewide  Budgeting 
and  Accounting  System  without  adjustment,  except  for  agency  funds 
which  are  adjusted  to  reflect  the  additions  and  reductions  to  property 
held  in  trust.  Accounts  are  organized  in  funds  according  to  state 
law.  The  department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Some  of  the  department's  State  Special  Revenue  Fund  accounts 
include  funds  related  to  Resource  Indemnity  Trust  interest,  Coal 
Severance  Tax  revenue.  Forestry  operations.  Water  Development 
bond  proceeds,  and  Renewable  Resource  grants.  Department 
Federal  Special  Revenue  Funds  include  funds  fi^om  the  Departments 
of  Energy,  Interior,  Agriculture,  the  Environmental  Protection 
Agency,  and  Federal  Emergency  Management  Agency. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  principal  and  interest  on  long-term  debt.  The 
department  uses  this  fund  for  the  bonds  issued  to  provide  funding  for 
water  development  projects. 

Capital  Projects  Fund  -  to  account  for  resources  used  for  purchase 
or  construction  of  major  capital  facilities.  The  department  uses  this 
fund  for  the  capitol  building  and  long-range  building  project 
accounts.  The  activity  accounted  for  in  this  account  was  formerly  at 
the  Depanment  of  State  Lands  and  became  part  of  DNRC  with 
reorganization.  (See  note  5). 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis.  The 
Department  accounts  for  Air  Operations  in  an  Internal  Service 
Fund.  The  activity  accounted  for  in  this  account  was  formerly  at  the 
Department  of  State  Lands  and  became  part  of  DNRC  with 
reorganization.  (See  note  5). 
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Notes  to  the  Financial  Schedules 


Fiduciary  Funds 


Trust  Funds  -  to  account  for  assets  held  by  the  State  in  a  trustee 
capacity.  The  department's  Expendable  Trust  Fund  is  related  to  the 
Rock  Creek  Trust  agreement  for  mitigation  of  adverse  effects  of  a 
power  line  which  crosses  Rock  Creek.  (In  fiscal  year  1995-96,  this 
account  moved  to  the  Department  of  Environmental  Quality.  See 
note  5).  The  department's  Nonexpendable  Trust  Funds  are  used  to 
account  for  the  Common  School  Permanent  Trust,  the  Trust  and 
Legacy,  University  and  College  Trusts,  the  Capitol  Building  Trust 
accounts  and  the  Coal  Severance  Tax  School  Bond  Contingency 
Fund. 


Agency  Funds  -  to  account  for  assets  held  by  the  State  as  an  agent 
for  individuals,  private  organizations,  other  governments  or  other 
funds.  The  department  records  uncleared  collections,  property  held 
in  trust  (PHFT),  protested  oil  &  gas  royalties,  and  non-trust  land 
activity  in  its  Agency  Fund. 


Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
The  department  pays  employees  for  100  percent  of  unused  annual 
and  25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  accompanying  financial  schedules.  In  the  Proprietary 
Funds,  the  increase  in  annual  and  25  percent  of  the  increase  in  sick 
leave  are  recognized  as  nonbudgeted  expenses  when  the  related 
liability  is  recorded  at  year  end.  The  department  absorbs  expendi- 
tures for  termination  pay  in  its  atmual  operational  costs.  At  June  30, 
1996,  the  department  had  a  liability  of  $2,350,075. 


3.       Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees'  Retire- 
ment System  (PERS).  The  department's  net  contribution  to  PERS 
was  $420,510  in  fiscal  year  1994-95  and  $870,088  in  fiscal  year 
1995-96.  The  increase  between  fiscal  years  is  mainly  due  to  the 
increased  the  number  of  employees  due  to  the  reorganization  which 
is  discussed  in  note  5. 
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Notes  to  the  Financial  Schedules 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.  Each  agency  does  not  have  a 
separate  General  Fund  since  its  only  authority  is  to  pay  obligations 
from  the  statewide  General  Fund  within  their  appropriation  limits. 
Thus,  on  an  agency's  schedules,  the  General  Fund  beginning  and 
ending  fund  balance  will  always  be  zero. 


Reorganization 


The  significant  changes  in  revenues  and  expenditures  and  changes  in 
fund  balances  between  fiscal  years  1994-95  and  1995-96  are  mainly 
the  result  of  reorganization  changes.  The  54th  Legislature  approved 
legislation  which  reorganized  the  Department  of  Natural  Resources 
and  Conservation  (DNRC).  As  part  of  the  reorganization,  DNRC 
now  administers  the  programs  of  the  former  Department  of  State 
Lands  (DSL)  except  for  the  Reclamation  Division  which  was  trans- 
ferred to  the  newly  created  Department  of  Environmental  Quality 
(DEQ).  In  addition,  the  Energy  Division  programs  formerly  under 
DNRC  were  transferred  to  DEQ. 


Direct  Entries  to  Fund 
Balance 


The  Schedule  of  Changes  in  Fund  Balances  and  Property  Held  in 
Trust,  contains  direct  entries  to  funds  balances  in  the  following 
funds. 


General  Fund 


Account  balances  in  the  department's  General  Fund  relating  to  the 
former  Energy  Division  were  transferred  to  DEQ.  Account  balances 
from  the  former  DSL  were  transferred  to  the  department.  The  net 
effect  of  these  transactions  is  a  $13,054,229  direct  entry  to  General 
Fund  balance  in  fiscal  year  1995-96. 


Special  Revenue  and  Debt 
Service  Funds 


The  direct  entry  of  $923,674  to  Special  Revenue  Fund  balance  and 
the  direct  entry  of  $886,914  to  Debt  Service  Fund  balance  in  fiscal 
year  1994-95  are  mainly  related  to  funding  water  resource  loans  in 
the  Special  Revenue  Funds  and  the  moving  the  loan  balances  to  the 
Debt  Service  Fund. 


The  direct  entry  of  $151,552  to  Special  Revenue  Fund  balance  and 
the  direct  entry  of  $3,728,351  to  Debt  Service  Fund  balance  in  fiscal 
year  1995-96  relate  to  bond  transactions  for  establishing  loans  and 
refunding  of  past  bond  issuances. 


Page  A-18 


Notes  to  the  Financial  Schedules 


Internal  Service,  Capital 
Projects  and  Non- 
expendable Trust  Funds 


The  direct  entries  to  fund  balances  in  the  Internal  Service  Fund, 
Capital  Projects  Fund  and  Nonexpendable  Trust  Fund  in  fiscal  year 
1995-96  relate  to  transfer  of  account  balances  from  the  former  DSL 
to  the  reorganized  DNRC. 


Interfund  and  Intrafund 
Activity 


The  department  pools  the  available  cash  in  the  permanent  accounts 
and  transfers  it  to  an  investment  pool  account.  The  department 
records  investment  earnings  as  revenue  in  the  investment  pool 
account.  Subsequently,  the  investment  earnings  are  distributed  to 
the  proper  trust  fund  by  recording  a  nonbudgeted  transfer-out  in  the 
investment  pool  account  and  a  nonbudgeted  transfer-in  to  the 
respective  trust  accounts.  Each  permanent  trust  account  also  earns 
income  from  fees,  rentals,  and  royalties.  The  trusts  distribute  this 
income  to  their  respective  beneficiaries  (i.e.,  colleges,  universities, 
institutions,  and  public  schools).  The  following  schedule 
summarizes  the  activity  in  the  Nonexpendable  Trust  Fund. 


Investment  Earnings 
Trust  Account  Revenues 
Transfers-In 

Total  Nonbudgeted  Revenue 
and  Transfers-In 

Transfer  of  Investment  Earnings 
to  Trust  Accounts 

Transfer  from  trust  to  beneficiaries 
Total  Nonbudgeted  Transfers-Out 


Fiscal  Year 
1994-95 

$22,747,873 
28,196,564 
23.751.599 


41.969.376 
$64.717.249 


Fiscal  Year 

1995-96 
$25,478,968 
31,031,887 
32.189.024 


$74.696.036         $88.699.879 


$22,747,873         $25,478,968 


52.391.433 
$77.870.401 


These  transfers  include  approximately  $27  million  of  transfers-in  and 
transfers-out  between  trust  funds  which  should  be  eliminated  to 
arrive  at  unduplicated  totals.  The  difference  between  revenue  and 
transfers-in  and  transfers-out  are  revenues  which  by  law  remain  in 
the  trusts. 
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Notes  to  the  Financial  Schedules 


Cash  Transfers 


Several  state  agencies  may  record  activity  in  the  same  accounting 
entity  on  SBAS.  During  the  fiscal  year,  the  activity  for  each  agency 
is  recorded  on  SBAS  separately.  At  the  end  of  the  fiscal  year,  the 
cash  for  all  agencies  using  the  accounting  entity  is  transferred  to  the 
administering  agency. 


Nonbudgeted  Activity 


The  majority  of  nonbudgeted  revenues/expenditures  and  transfers- 
in/out  activity  in  fiscal  year  1994-95  and  1995-96  in  the  Special 
Revenue  Funds  and  the  Debt  Service  Funds  are  related  to  bond  and 
debt  service  requirements  administered  in  the  Conservation  and 
Resource  Development  Division. 


10.      Bond  Activity 


The  state  of  Montana  issued  general  obligation  bonds,  the  proceeds 
of  which  went  to  the  department  for  loans  related  to  wastewater  and 
water  conservation  projects.  During  the  audit  period,  the  following 
general  obligation  bonds  were  issued: 


Fiscal  Fiscal 

1995-96       Amount       1995-96       Amount 

Wastewater  Treatment     1994B        $2,200,000     1996C      $2,765,000 


Renewable  Resource 
Development  1994E 

Energy  Conservation 
Program  1994D 

Total 


750,000    1996B 


1.600.000 
$4.550.000 


1,250,000 


$4.015.000 


The  department  issued  Coal  Severance  Tax  (CST)  1996  Series  A 
bonds  for  $14,985,000.  Of  the  proceeds,  $13,760,000  were  used  to 
refund  the  1988  Series  A,  1989  Series  A,  and  1990  Series  B  Water 
Development  Program  and  $1,225,000  was  used  to  provide  loans  for 
projects.  At  June  30,  1996  the  department  had  a  total  of 
$58,581,818  of  CST  bonds  outstanding. 
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Accounting  entity  transfers  of  $16,450,387  on  the  Schedule  of  Total 
Expenditures,  Transfers-Out  &  Other  Reductions  By  Object  By 
Program  for  fiscal  year  1995-96  represent  a  transfer  of  CST  1996 
Refunding  Series  A  bond  proceeds  to  the  Debt  Service  Fund  to 
refund  the  CST  1988  and  1989  Series  A  bonds  and  the  CST  1990 
Series  B  bonds. 


Notes  to  the  Financial  Schedules 


11.      Special  Revenue  Fund, 

Unspent  Budget  Authority 
and  Budgeted  Revenue 
Under  Estimate 


Contributions  on  the  Tongue  River  and  Petrolia  Dams  did  not  begin 
until  fiscal  year  1995-96.  As  a  result,  the  Schedules  of  Total 
Program  Expenditures,  Transfers-Out  &  Other  Reductions  By  Object 
By  Program  show  unspent  budget  authority  in  the  Special  Revenue 
Fund  of  approximately  $15.5  million  in  fiscal  year  1994-95.  The 
unspent  budget  authority  in  1995-96  of  approximately  $34.5  million 
represents  biennial  appropriations  for  the  Tongue  River  and  Petrolia 
Projects. 


The  Schedules  of  Total  Revenues,  Transfers-In  and  Other  Additions 
show  budgeted  revenues  under  estimate  for  the  federal  and  other 
financing  sources  Special  Revenue  Fund  of  approximately 
$25.5  million  and  $1 1.7  million,  respectively.  The  federal  revenue 
estimate  relates  to  not  receiving  the  anticipated  money  for  Tongue 
River  until  the  next  fiscal  year.  The  other  financing  sources  estimate 
relates  to  an  $1 1  million  loan  anticipated  to  come  from  the 
Depanment  of  Interior,  Bureau  of  Indian  Affairs,  to  help  fund  the 
costs  on  the  Tongue  River  Dam  project. 


12.      Subsequent  Events  Bond 
Activity 


In  conjunction  with  a  Long  Range  Building  Program  Bond  issuance, 
$1,000,000  of  General  Obligations  bonds  were  issued  in  August 
1996.  The  bonds  are  Renewable  Resource  Bonds  which  are  used  to 
make  loans  to  private  parties  for  water  development  or  renewable 
resource  projects. 


In  December  1996,  the  department  issued  a  1996  Series  D  Coal 
Severance  Tax  (CST)  bond  anticipation  note  of  $1,375,000.  The 
proceeds  were  used  to  make  a  loan  to  an  irrigation  district  for 
necessary  improvements  to  the  system.  This  note  will  be  refinanced 
by  the  next  CST  bond  issue  by  the  department. 
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March    10,     1997 


Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Room  135,  State  Capitol 


Dear  Scott : 

I  have  revieweci  your  recommendations  concerning  the  Financial 
Compliance  Audit  for  the  two  fiscal  years  ended  June  30,  1996 
with  my  staff  and  have  enclosed  the  Department  of  Natural 
Resources  and  Conservation's  response  to  the  recommendations. 

My  staff  and  I  would  like  to  thank  you  for  the  professional 
manner  in  which  your  staff  conducted  the  audit  and  for  the 
insight  you  provided  to  our  programs. 


Sincerely, 


Bud  Clinch,  Director 

Department  of  Natural  Resources  &  Conservation 


Enclosure 
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RESPONSES  TO  RECOMMENDATION 

FINANCIAL  COMPLIANCE  AUDIT  FOR  FY95  AND  FY96 

LEGISLATIVE  AUDIT  DIVISION 

Recommendation  #1: 

We  recommend  the  department  review  the  accounting  for  the  Air 
Operations  Bureau  in  the  Internal  Service  Fund  to  ensure 
accounting  for  assets  and  rates  charged  for  aircraft  use  are  in 
accordance  with  state  law  and  policy. 

Response   We  Concur :   The  department  will  review  the  accounting 
for  the  Air  Operations  Bureau  and  work  with  the  Accounting 
Division  to  apply  the  proper  accounting  methodologies  within  the 
Internal  Service  Fund. 


Recommendation  #2: 

We  recommend  the  department : 

A.  Properly  distribute  balances  in  uncleared 
collection  accounts  at  fiscal  year-end. 

B.  Properly  record  property  held  in  trust  activity  in 
the  Agency  fund. 

Response  A.    We  Concur :      The  department  will  endeavor  to 

make  the  proper  distributions  beginning  with 
fiscal  year-end  closing  1997. 

B.    We  Concur :      The  definition  of  Agency  Funds 

seems  to  be  conflicting.   The  department  will  work 
with  Accounting  Division  to  record  activity  in 
Agency  Funds  in  accordance  with  GAAP  requirements. 

Recommendation  #3 : 

We  recommend  the  department  record  earnings  transactions  in  the 
Nonexpendable  Trust  Fund  accounts  in  accordance  with  state 
accounting  policy. 

Response   We  Concur :      The  department  will  make  an  additional 
revenue  accrual  entry  at  fiscal  year  end   to  stay  in 
accordance  with  GAAP. 

Recommendation  #4 : 

We  recommend  the  department  record  Common  School  Permanent  Trust 
Fund  transfers  in  accordance  with  state  accounting  policy. 

Response   We  Concur :      The  department  will  change  methods  of 

accounting  for  transfer  activity  to  stay  in  accordance 
with  GAAP. 
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Recommendation  #5: 

we  recommend  the  department  classify  the  Yellow  Water  Dam  in 
compliance  with  state  laws  and  regulations.. 

Response  We  Concur:      The  department  will  classify  Yellow 
Water  Dam  within  the  next  sixty  days. 
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